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Capital Formation, Saving, and Credit 

E, ECONOMIC activities which are 
tisuiilly financed by borrowing were 
higher in 1962 than in 1961, and the 
advance has continued into the open­
ing quarter of 1963. Private invest­
ment outlays in 1962, at $76K billion, 
were $7 billion above 1961, while 
consumer durable goods purchases rose 
$4 billion to a total of $47K billion. 
State and local government construc­
tion spending amounted to $14 billion, 
$% billion above 1961. While the 
Federal Government's deficit on income 
and product account was unchanged at 
$3}i billion,' increased lending activi­
ties and the desire to hold up short-term 
interest rates were reflected in increased 
Government borrowing. 

Gross corporate saving—retained 
profits plus capital consumiDtion 
allo\V-ances—was $6 billion above the 
1961 rate, while personal saving and 
nonciorporate capital consumption al­
lowances eafih rose about $1 billion. 
Nevertheless record volumes of debt 
and liquid assets were created in the 
savings-investment process. 

Ne t public and private debt rose $73 
billion in 1962 to a yearend total of 
over $1 trillion. Corporations, indi­
viduals, aiid governments each owed 
about one-third of this total. In 1961, 
total debt had risen only $55 billion. 
The advance in the pace of borrowing 
was sharpest in consumer credit and 
inultifamily residential and commercial 
mortgage debt, which rose $5)^ billion 
and $S billion, respectively, last year 
as compared with $ 1 ^ billion and $6 
billidri hi 1961. Mortgage borrowing 
oil 1- to 4-family residential properties 
also moved tip n6ticeably^$15 billion 
was added to net indebtedness on this 
account, one-thu-d more than in the 

' Making rough nllowonceS for tho investtnoht tax credit 
and tho ohangb in ilolircciatlon rules. 
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previous year. Other categories of 
debt expanded at somewhat moTe than 
the 1961 pace: Federal net debt was 
up $8 billion, State and local govern­
ments' debt rose $6K billion, while 
corporations added $9}^ billion to their 
long-term debts otlier than mortgages 
and $12J^ billion to their short-term 
obligations. Fragmentary data indi­
cate that borrowing in most categories 
has continued to expand so far this 
year. 

Tlie increased borrowing was handled 
with little strain on the money and 
capital markets during the past 15 
montlis as monetary policy was oriented 

toward providing sufficient bank re­
serves to foster economic expansion. 

Under these circumstances, a peace­
time record volmne of $29 K billion was 
added to the public's holdings of liquid 
claims on banks and other financial 
institutions in 1962, $9 billion more 
than was added in 1961. The growth 
in liquidity apparently has accelerated 
in early 1963. The most spectacidar 
manifestation of this development last 
year was the $15-billion rise in com­
mercial bank time and savings deposits. 
Other forms of liquid asset holdings also 
increased at better than the 1961 pace. 
Long-term interest rates have tended to 
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[lilllions of dollars] 

Sources, total. 

Internal sources, total-
llelalnod profits' *. 
Depreciation' 

Kxternal long-term sources, total. 
Stocks 
Bonds 
Other debt 

Short-term sources, total 
Bank loans 
Trade payables 
Federal Incomo tax liabilities.. 
Other 

Uses, total.. 

Increase in physical assets, total, 
Plaiit and equipment 
Inventories (hook value) -

Increases in financial assets, total 
Receivables 

Consumer 
Other 

Cash and U.S. Government securities.. 
Cash (including deposits) 
U.S. Government seourltles 

Other assets 

Discrepancy (uses less sources) 

1959 

57.1 

31.1 
9.6 

21.6 

9.5 
3.7 
4.1 
1.8 

16.6 
6.4 
5.3 
2.1 
3.7 

52.1 

34.2 
27.7 
6.0 

17.9 
10.9 
2.4 
8.4 
2.0 

-1 .1 
4.0 
4.1 

^5.0 

1900 

30.4 
7.3 

23.1 

9.8 
3.0 
.8.0 
1.7 

3.9 
1.3 
2.0 

- 1 . 5 
1.8 

41.1 

33.4 
30.8 
2.0 

7.7 
7.0 
1.0 
0.0 

- 3 . 1 
- . 2 

-2 .9 
3.1 

- 3 . 0 

1061 

Si.8 

32.0 
7.3 

24.8 

11.1 
4.6 
5.1 
1.4 

8.7 
.4 

6.0 
.0 

1.7 

31.3 
29.6 
1.8 

17.0 
9.0 
.1 

0.6 
2.6 
2.9 

- . 4 
4.0 

- 3 . 4 

1st half 

1959 1900 1901 1002 

57.6 28.0 

36.4 
9.2 
20.2 

0.0 
2.1 
6.0 
2.6 

12.0 
3.0 
5.6 
1.0 
3.1 

62.2 

34.6 
32.0 
2.6 

1?.7 
11.2 
2.6 
8.7 
1.0 
.7 
.3 
5.4 

-5.4 

10.1 
6.4 
10.0 

4.5 
2.1 
1.8 
.6 

7.4 
2.6 
1.7 
.4 
2.8 

26.0 

17.7 
12.8 
4.0 

8.3 
6.5 
-.1 
6.0 
.1 

-1.9 
2.0 
2.7 

-2.0 

1.8.7 
4.3 
11.4 

4.0 
1.0 
2.0 
1.0 

1.8 
1.3 
1.2 

^2.4 
1.7 

20.1 

18.6 
14.0 
3.0 

1.0 
3.7 
-.1 
3.8 

-4.3 
-2.0 
-1.7 
2.2 

-1.9 

19.9 

1.8.2 
3.0 
12.1 

6.2 
2.8 
2.7 
.8 

-1.4 
-.4 
.1 

-2.1 
1.0 

18.7 

14.1 
13.0 
.1 

4.0 
2.7 

-1.9 
4.0 

-1.0 
-.8 
-.2 
3.0 

-1.2 

17.7 
4.7 
12.0 

,8.2 
1.4 
2.7 
1.0 

3.7 
.0 

1.6 
-.6 
2.1 

24.7 

18.4 
16.1 
3.3 

0.3 
5.4 
(•) 
5.5 

-3.0 
-2.9 
-.1 
3.9 

-1.9 

2d half 

1969 1960 1961 1962 

29.2 

15.1 
4.1 

11.0 

5.1 
1.6 
2.3 
1.1 

0.1 
2.8 
3.0 
1.7 
.0 

26.1 

10.6 
14.9 
1.0 

0.0 
6.3 
2.6 
2.8 
2.9 
.9 

2.0 
1.4 

-3.1 

22.1 

14.7 
3.0 

11.7 

6.2 
1.4 
3.1 
.7 

2.1 

1h 
.9 

-.1 

20.9 

14.9 
10.1 

-1.2 

0.1 
4.0 
1.7 
2.2 
1.2 
2.3 

-1.2 
.0 

-1.1 

31.9 

10.9 
4.2 

12.6 

4.9 
1.7 
2.4 
.8 

10.1 
.7 

6.0 
2.7 
.7 

29.6 

17.3 
16.7 
1.0 

12.3 
0.9 
2.0 
4.0 
3.5 
3.8 
-.2 
1.9 

-2.3 

31.1 

17.7 
4.5 

13.2 

4.5 
.0 

2.3 
1.0 

8.9 
2.4 
4.1 
1.4 
1.0 

27.5 

16.1 
16.0 
^.8 

11.4 
5.8 
2.6 
3.3 
4.0 
3.8 
.4 

1.6 

-3.6 

1. Data for 1046-55 may be found in Table V-10 of U.S. Incomo and Output; 1080-58 estimates are in table 34 of July 1002 
Sufvd}'. 

2. Excludes banks and Insurartdo companies. 
3. Includes do]>letion. 
4. Does not reflect revisions in doproctation accounting Introduced in 1002. 
6. Less than $80 million. 
Sources: U.S. Department of Oommorco, Oltlce of Business Ilcoaomics, based on Securities and Exchange Commission 

and other financial data. 



May-10C3. S i m V E Y O F C U E R E N T BUSINESS 11 

drift downward throughout the period 
under review. Short-term rates, how­
ever, moved up under the impact of 
specific policies adopted to safeguard 
our gold stock. In recent weeks, as 
economic activity has accelerated there 
has been apparent a tendency for 
borrowing costs to move moderately 
upward. 

Financial Ins t i tu t ions 

Monetary policy in 1962 and so far 
in 1963 permitted a peacetune record 
advance in the total of bank tune and 
demand deposits. The flow of savings 
into nonbank financial intermediaries 
also continued to advance. These sub­
stantial institutional fund supphes 
spurred the institutions to seek out 
available investments and most long-
term interest rates have tended to ease. 

Monetary policy easy 

The Federal Reserve System kept 
bank reserve positions relatively easy 
thi-oughout 1962 and into the opening 
quarter of 1963. The ease wtxs signaled 
by the maintenance of an average net 
free reserve position upward of $400 
miUion tiU the closing months of 1962 
and in the neighborhood of $300 million 
since, despite a record advance in the 
volume of bank credit. As indicated in 
the chart on this page, this was a dis­
tinct departure from the experience of 
previous cycles. During the earlier 
expansions, the net reserve position 
turned negative as the monetary author­
ities exerted pressure on bank reserve 

I positions. 

As in other recent yeai's, open-market 
operations were the principal instru­
ment of monetary policy. The Federal 
Reserve added $1H billion to its hold­
ings of Treasury securities—$}i billion 

^ more than needed to offset the gold 
Ji outflow. Over the first quarter of 
I 1963, Federal Reserve holdings re-
j mained constant, at a time when the 
j normal seasonal influences are reflected 

in a reduction in System holdings. 
In addition to providing bank re­

serves to sustain economic advance, 
the monetary authorities attempted to 
minimize gold outflows by exerting 
upward pressure on short-term interest 
rates in the United States. In pursu­
ance of this objective, the Federal 

Reserve continued to deal in intermedi­
ate and longer term securities instead 
of confining itself to "bills only." The 
Federal Reserve sold or redeemed more 
short-term issues than it bought, so 
that the entire increase in System 
holdings was in securities with a ma-
txu^ity greater than one year. This tech­
nique simultaneously increased the supply 
of short-term instruments on the money 
market, whUe adding to the demand for 
long-term securities. 

With the increase in seasonal demand 
for funds last fall, the monetary author­
ities reduced reserve requirements 
against time deposits from 5 percent to 
4 percent, thus adding the equivalent 
of $700 million to banli reserves. There 
was no change in the discount rate. 

Bank credit expands at record pace 

The loan and investment portfolios 
of the commerciixl banking system rose 
$18 billion during 1962. This pace has 
accelerated in the first quarter of 1963, 
to an annual rate approaching $29 
bilhon. 

The role of monetary policy in facili­
tating this expansion has been noted 
above. A shift in holdings from de­
mand to time deposits following the 
introduction of higher time deposit 
interest rates last year also contributed 
to bank lending ability as reserve re­
quirements against time deposits are 
much smaller than those against de­
mand deposits. Reflecting this shift, 
time deposits were up $15 billion by 
yearend, demand deposits only $2 
billion. During early 1963, these 
trends continued, with time deposits 
up $17 billion at annual rates and 
demand balances $3 billion higher. 

All categories of bank credit rose 
last year, except investments in U.S. 
Government obhgations: holdings of 
such securities were down $)^ billion at 
the end of 1962 from the total held at 
the opening of the year. As shown in 
the chart on this page, the banlcs were 
especially active in the markets for 
tax-exempt securities and mortgages, 
where holdings were increased by $5 
billion and $4 biUion, respectively. 
Bank loans to consumers increased 
$2 billion, and after some hesitation 
early in the year, business loan demand 
picked up in the last half, and the banks 
added $4 billion to theu^holdmgs. Other 

loan categories showing expansion— 
finance companies, security loans, and 
farm loans each rose by about $1 
billion. 

During the first quarter of 1963, the 
banks continued to be very active in 
the mortgage, tax-exempt bond, and 
consumer lending areas while adding 
substantially to their holdings of U.S. 
Government securities. Business loan 

BANK CREDIT DEVELOPMENTS 

As Compared With Other Periods of Cyclical Rise 

Percent 

20 

10 

PERCENT INCREASE IN VALUE 
OF GOODS OUTPUT 

Banit Reserve Positions Have Been Easy . . , 

Million $ 
500 AVERAGE NET l=REE RESERVES 

'< 

•500 

and the Banlcs Increased Their Acquisitions of 
Tax-Exempt Bonds and Real Estate Mortgages . , 

Billion $ 

10 

F7^ 
State ond Local Bonds 

Reol Estole Loons 

i!m lî H 

t 

While Continuing to Meet Substantial Increases 
In Consumer and Business Credit 

10.0 

5.0 -

•54ir[ ' 5 S n '581 '591 '611 '621 
to to to to to to 

' s sn '56ra: *s9i '601 '621 '63i 
*Meosured from the trough of tho recession through 
the eighth quarter -

Date: FRB & QBE 
U.S. Oepirtmenl ol Commerca, Olflci ol Builnau Economia iJ-S-i: 
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demand has tapered from the pace 
reached in the closing quarter of 1962. 

The expanded participation of com­
mercial banks in the purchase of tax-
exempt secmities and mortgages had 
marked impacts on these markets. 
Investments in State and local securities 
approximated the net increase in the 
outstanding total of such securities; 
in most years, banlcs had taken a very 
small portion of the volimie of new 
issues. In the real estate field, the 
additional bank lending amounted to 
about two-fifths of the increase in the 
rate of net mortgage borrowing: banks 
accounted for only one-tenth of net 
lending in 1961. 

As indicated in the chart on page 11, 
this expansion into the tax-exempt and 
real estate fields was in marked con­
trast to the experience of earlier busi­
ness expansions. In these periods, 
bank reserves were under pressure and 
as consumer and business loan demand 
rose, banks had cut back their pur­
chases of tax-exempt securities and their 
lending on mortgages. 

Other savings institutions step up 
activity 

Other savings institutions added $21 
billion to their investment and loan 
portfolios in 1962: this was nearly $3 
billion more than they had invested in 
1961. The rise in then* lending has 
continued into the first quarter. 

As in most recent years, the rapid 
gro^vth of the savings and loan industry 
sparked the advance in the nonbank in­
stitutional total: these institutions 
added $11K billion to their assets last 
year, $1 billion more than in 1961. The 
increase was financed largely by a con­
tinued growth ($9K billion) in individ­
uals' share capital, the balance by 
increases of about $800 million in bor­
rowings from the Federal Home Loan 
Banks and by the reinvestment of 
earnings. With saving and loan in­
vestments practically restricted to the 
real estate area, $10 billion was added 
to the associations' mortgage loan 
portfolios and liquid balances were in­
creased by $900 million. 

As interest rates on bank time de­
posits were raised early in 1962, there 
was a moderate slowing in the pace at 
which saving and loan deposits ad­
vanced. Many savings and loan 
associations thereupon raised their divi­
dend rates to remain competitive. 
With the restoration of a more com­
petitive rate relationship, the expansion 
in saving and loan share capital moved 
up in the second half of 1962. 

Mutual savings banks reported sub­
stantial advances in the pace of 
operations: as deposits rose $3^ bilhon, 
loans moved up by a similar amount. 
Practically all of the advance in mutual 
savings bank assets went into the real 
estate mortgage market. 

Tabic 2.—Sources and Uses of Corporate Funds by Industry, Years Ended December 31, 
1959-621 

[Billions or dollars] 

Sources, total 

Eetalnod profits " 

Erternttl long-term sources • 
Short-term sources • 

Uses, total 

Inventories (book value). 
Eocolvables and misc. assets 
Cash and U.S. Govornraont 

securities — 
Discrepancy (uses less 

sources) 

Manufacturing and 
mining 

1060 

2S.4 

7.6 
10.0 
1.4 
6.8 

22.6 

12.0 
4.4 
3.0 

1.3 

-2 .9 

lOOO 

2 0 . 1 

0 .1 
11 .3 

1 .0 
1 .0 

10.0 

16.3 
.0 

2.0 

-2 .2 

-3 .4 

1901 

24.6 

6.0 
12.0 
2.3 
4.3 

22.2 

14.6 
1.3 
6.8 

.0 

-2 .3 

1002 

20.2 

7.8 
12.7 
2.0 
3.8 

22.4 

16.5 
2.0 
3.8 

1.0 

-3 .9 

Railroads 

1059 

0.7 

- . 1 
.9 

- . 2 
.1 

1.0 

1.0 

(') 
w 

. 3 

1900 

O.G 

- . 2 
. 9 

- . 1 
(') 

. 8 

1.0 
(<) 
W 

- . 2 

.2 

1901 

0.6 

- . 2 
.8 

- . 2 
.1 

.8 

.7 
(') 
W 

. 1 

. 2 

1902 

O.G 

- . 1 
. 8 

- . 2 
(') 

. 8 

. 8 
(') 
W 

- . 1 

.1 

Transportation other 
than rail 

1950 

2.5 

« 
1.3 
.6 
.7 

2.3 

1.8 
(') 

. 4 

. 1 

- . 2 

1900 

1.8 

- . 1 
1.4 

. 3 

. 1 

1 .8 

1 .7 
(*) 

. 1 

« 

.1 

1001 

2.0 

W 
1.0 
. 3 
. 1 

2 . 1 

1.7 
0) 

. 2 

. 2 

. 1 

1002 

1.8 

w 
1.0 

. 1 

. 1 

1.8 

1 .8 
<<) 

. 1 

- . 1 

w 

Public utilities and 
communication 

1059 

8.7 

.6 
3.3 
3.8 
1.1 

9.0 

8.3 

!s 

.1 

.3 

1900 

8.0 

.6 
3.0 
3.6 
.4 

9.0 

8.8 
- . 1 

.5 

- . 2 

1.0 

1001 

8.8 

.6 
3.8 
3.8 
.0 

9.7 

8.7 

/'^ 
.6 

.9 

1902 

8.8 

.6 
4 1 
3.4 
.7 

10.2 

9 1 

.4 

1.3 

1. Data for tho year ondod Juno 30,1058 may bo found on p. 22 of tho November 1901 Survey; statistics for years ended 
June 30,1059-02 are on p. 4 of the November 1902 Survey. 

2. Includes depletion. 
3. Does not reflect revisions in depredation accounting introduced In 1902. 
4. Less than $60 million. 
6. Includes stocks, bonded debt, long-term bank loans, mortgages and other long-terra debt, 
fl. Includes short-term bank loons, trado payables, Federal Incomo tax liabilities, ond miscellaneous liabilities. 
Source: U.S. Department of Commerce, Olllco of Business Economics, based on Securities and Exchange Commission, 

and other flnanclal data. 

The net inflow to life insurance 
companies—which for some years had 
been stationary at around $5K billion, 
rose in 1961, and last year continued 
to advance. In 1962 the companies 
added $6K biUion to their assets—$700 
million more than in 1961. The in­
crease was invested in mortgages and 
purchases of foreign securities. There 
was little net change/in holdings of 
Federal securities, which had declined 
steadily in the preceding decade, 

Financial markets 

The financial markets were generally 
easy last j^ear, with long-term interest 
rates declining moderately. In the 
short-term area, however, there was a 
slight upward drift in yields. So far 
in 1963, there has been some tendency 
for market interest rates to move 
upward. 

All categories of long-term debt in­
struments were carrying lower yields at 
the end of 1962 than at the beginning, 
but during the first quarter, yields on 
U.S. Government securities moved up, 
while corporate bond jdelds moved 
down and State and local yields showed 
little change. There were also marked 
differences -within the past year: State 
and local jdelds moved down rapidly to 
the fourth quarter, and then moved up. 
The course of long-term U.S. Govern­
ment securities was similar, except that 
the drop was not as great proportionally 
as on the tax exempts. Corporate 
yields and yields on FHA mortgages 
moved down consistently throughout 
last year and into the first quarter of 
the current j^ear. In recent weeks 
there has been a noticeable firming of 
the bond market as prospective financ­
ing needs of the Federal Government 
and new oflFerings by corporations and 
State and local securities have been 
announced. 

The upward course of short-term 
yields at a time when long-term rates 
were declining stemmed primarily from 
the policies of the Treasury and the 
Federal Eeserve, in expanding the 
volume of these issues in order to de­
press their prices. This policy was 
undertaken to minimize gold outflows 
and stimulated a record increase in 
foreign holdings of short-term U.S. 
Government securities. Yields have 
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Table 3.—^Personal Investment and Related 
Financing, 1958-62 ' 

[Billions of dollars] 

Investment. 

New nonfarm housing. 
Noncorporate invon-

torles and fixed in­
vestment 

Borrowing-. 

Besldential mortgage 
debt, gross of amor­
tization 

Business and farm 
debt 

1958 

31.2 

15.4 

15.8 

25.2 

17.4 

7.7 

1959 

36.9 

19.2 

17.7 

39.3 

21.9 

8.4 

1900 

36.8 

18.4 

18.4 

28.3 

20.1 

8.2 

1901 

35.4 

10 8 

18.0 

31.6 

23.1 

8.5 

1902 

38. S 

17.7 

20.8 

36. S 

27.1 

9.4 

1. Estimates for tho 1946-57 period may be found on p . 16 of 
tho April 1901 SUBVEY. 

Sources: Securities and Exchange Commission, Federal 
Homo Loan Bank Board, and U.S. Department of Com­
merce, Office of Business Economics. 

continued to move up moderately in 
the first quarter of the current year. 

Common stock prices reached then* 
peak in December 1961, and then 
tapered off gradually through April. 
In May, they fell sharply and then 
continued to decline through June. 
Prices fluctuated at relatively low levels 
tlu'ough the balance of the summer and 
fall, but started rising sharply in No­
vember and have continued to rise since. 
As of early May 1963 stock prices had 
not quite returned to the peaks at­
tained in December of 1961. With the 
drastic fall in prices, earnings-price 
ratios rose sharply, while the combina­
tion of improved profits and higher 
dividends has kept this ratio relatively 
high despite the I'ecent rise in prices. 

Corporate F inance 

Corporate investment and working 
capital fund uses and internal sources 
have both expanded over the past year. 
Corporations used about the same 
volume of external long-term financing 
last year as in 1961, and there was little 
change in the total of liquid assets held. 
Similarly, with fixed investment show­
ing little change, the $1Ĵ  biUion rise 
in internal funds during the fii'st quarter 
of 1963 was sufficient tofinancetheriseof 
similar amount in inventories and other 
working capital. 

Corporate investment rises 

Corporate plant and equipment outlays 
continued; to advance slowly from the 
lows reached during the 1961 recession: 
by the third quarter of last year they 

had finally surpassed the peak reached 
in the third quarter of 1957. The ad­
vance was most marked in the "com­
mercial and other" category, which 
rose about 12 percent during 1962. 
Also showing a substantial advance 
was the manufacturing group, which 
rose about 7 percent over the compar­
ison period. Most otlier industries 
showed little advance. 

In addition to the rises in the plant 
and equipment category, the construc­
tion and purchase of apartment houses 
by real estate corporations—included in 
"other assets" in the table—also showed 
a marked rise. Such construction is 
now running at the highest pace in 
history, having exceeded the previous 
record set in 1927 ever since early 1961. 

The failure of plant and equipment 
outlays to expand more quicldy was tlie 
subject of much discussion during the 
year. The Administration introduced 
a series of revisions in the rules for com­
puting depreciation allowances on the 
tax schedules which permit a faster 
recovery of sums invested in new plant 
and equipment spending. The Admin­
istration also proposed, and the 
Congress enacted, an investment credit 
against taxes equal, in most cases, to 7 
percent of any equipment investment 
undertaken during the tax year. These 
proposals were expected to stimulate 
investment both by adding to the cash 
flow from which much investment is 
financed, and by maldng feasible in­
vestments carrying expected before-tax 
rates of return too low to yield a 
satisfactory after-tax return under the 
previous rules. 

Working capital requirements 
continue at high pace 

Corporations added about $13^ bil­
lion to their total gross working capital 
last year—a total $2 billion above the 
previous year. Inventories were in­
creased by almost $2K billion, and 
accounts receivable rose $11 billion. 
Quickening economic activity early this 
year has been accompanied by increases 
in inventory buying and other worldng 
capital items. 

These working capital requirements 
were financed both from retained earn­
ings and depreciation allowances and 
from an iincreased rate of borrowing 
from commercial banlcs: in the last 

half of 1962, baidc borrowing moved up 
sharply after holding steady during the 
early part of the year. Also contrib­
uting to financing short-term uses was 
the continued growth in accounts 
payable, which, of course, represent 
sources to some corporations and uses 
to others. With the increase in auto­
mobile sales, finance companies added 
$2 billion to their portfolios of consumer 
loans, which they financed by roughly 
equal increases in their bank loans and 
in their outstanding paper. 

Internal funds move up 

Nonfinancial corporations' internal 
funds—^undistributed profits and depre­
ciation charges—rose about $5Ĵ  billion 
during 1962. About $3K billion of this 
advance came from the expansion in 
business, wliile perhaps another $2 
biUion came from the tax relief provided 
by the revisions in depreciation rules 
and the investment credit. It should 
be noted that the precise volume of tax 
relief afforded is still unknown. This 

Table 4.—^Personal Consumption Expendi­
tures and Related Financial Flows, 
1958-621 

[Billions of dollars] 

Personal consumption ox­
penditures; Total 

Durables only 

Consumer borrowing' 
Secured by durables' . 

1958 

293.2 
37.3 

40.3 
25.8 

1959 

313.6 
43.0 

48.7 
31.8 

1900 

328.5 
44.8 

60.1 
32.1 

1901 

338.1 
43.7 

48.9 
30.0 

1902 

350.7 
47.6 

65.7 
35. G 

1. Estimates for tho 1940-57 period may bo foimd on p. 16 
of tho April 1901 Survey. 

2. Gross ot payment on Installment dobt. 

Sources: Board of Governors of the Federal Kesorve System, 
and U.S. Department of Oommorco, Olllco of Business 
Economics. 

Office is conducting a survey of the 
extent to which corporations utUized 
these privUeges: results of this study 
should be avaUable in the near future. 

First quarter profits results are not 
yet known, but preliminary indications 
are that the volume of profits plus 
capital consumption allowances has not 
changed significantly. 

The recent movements of profits, and 
therefore of internal funds, have differed 
from those observed during earUer 
periods of economic advance. Profits 
normally rebound sharply from the 
recession lows and reach a peak 4 to 6 
months'Rafter the upturn. With con­
tinued economic expansion, profits have 
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tended to fall or level out. In the 
current expansion, the rebound from the 
recession low was not so sharp as in 
earlier ones, but the growth in profits 
has continued. To a large degree, this 
continued advance—apart from book­
keeping changes—reflects increasingly 
successful attempts to keep costs under 
control. 

External financing holds steady 

With internal funds more than keep­
ing pace with investment and working 
capital needs, corporations in the aggre­
gate raised a smaUer volume of funds 
from external financing last year than 

FINANCING COSTS STABLE 

Interest Rates Showed Little Movement 

Over the Past Year . , . 

Percent 

Corporate Aaa Bonds 

L 

U.S. Long-Term Bonds 

i i i i i i i i i i i n i i i i i i i i i i i n i " ' " " 

I 0.5. Bills'^ I I 

While the Rise and Fall in 

Stock-Financing Costs . . . 

Earnings—Price Ratio 

Slock Yields* 

\ 

J_ 
Reflected Principally the Wide Swing 
In Stock Prices 

Avg. $ Per Share 

220 

2 3 4 1 
1962 1963' 

'*Mbody's average of Industrials ( 12S slocks ) 

Dole:. FRB, Moody's S^anJotdS, Poor's, & OBE 

tVS; t^pultlitntjil Cumeia.pWu of Business rnoomlcs i3-5.7 

in 1961. There were offsetting develop­
ments among the major industry groups: 
a rise in mortgage financing associated 
with the apartment house boom partly 
offset declines in stock and bond financ­
ing by other nonfinancial corporations. 
These conditions have continued so far 
into 1963. 

Following upon the break in stock 
prices, the volume of new stock issues 
by corporations was substantially re­
duced, as stock issues by new firms 
declined, and major companies empha­
sized bond issues due to changing price 
relationships. The switch to bonds was 
particulai'ly marked in the communica­
tions industry—^which in 1961 had 
accounted for about half of total stock 
issues, excluding those of investment 
companies. Investment company issues 
were also off markedly: at $1.7 billion, 
they were $400 million less than in 1961. 

The volume of new bond issues was 
unchanged from 1961, as the switch 
from stock to bond financing noted 
above maintained volume despite the 
decline in corporate need for external 
funds. There was little change in the 
portion of bond issues publicly offered 
versus that placed privately: both ac­
counted for about half of gross new 
issues both in 1961 and in 1962. 

However, corporate bonds were placed 
at progressively lower interest costs 
throughout the year. The yield on new 
issues rated Aa by Moody's Investors 
Service declined from 4.54 percent at 
the beginning of the year to 4.27 percent 
at yearend. 

Liquid assets rise 

Corporations added $1 billion to 
tiieir hquid assets^deposits and U.S. 
Government securities^ast year, but 
there were marked changes in the com­
position of such assets. Time deposits 
rose by $2}̂  billion, and U.S. Govern­
ment securities rose about $300 mUlion, 
while demand deposits declined $1% 
billion. 

The rise in time deposits was sparked 
by the higher rates of interest for such 
deposits, and by the avaUability of 
marketable time certificates of deposit. 
These latter have expanded markedly 
since early 1961, to a total of over 
$6 billion. With corporate operations 
and payables expanding last year, the 
standard liquidity ratios showed some 

further decHnes. However, this should 
be viewed in the light of the fact that 
corporations did not act as if they were 
overly concerned with their liquidity 
position. The companies switched 
from demand deposits to less liquid 
time deposits, while at the same time 
increasing their short-term bank debt 
by $3 biUion. 

Consumer Borrowing Strong 
Household transactions have been 

among the prime factors stimulating 
the economic advance of the past 12 
months. During this period, consumer 
outlays on autos and other durable 
goods rose $4 bUlion and are currently 
running at an alltime record pace of 
$50 billion. New home construction 
has moved up modestly whUe transac­
tions in existing homes rose sharpty. 
Eeflecting these and other needs, per­
sonal borrowing totaled $93 bUlion— 
$12 biUion more than in 1961. 

Table 5.—Persons' Financial Asset Accumu­
lation and Debt Operation, 19S0-62 ' 

[Billions of dollars] 

Financial Asset Accumulation.. 

litfe Insurance and pension 

Insurnnco reserves 
Pension reserves 

Other flnanclal assets 

Curronoy and de­
mand deposits 

T ime and savings 
deposits at b a n k s . . 

Saving and loan and 
credit union shares. 

U .S . savings bonds, 
series A thru K 

Marketable securities. . 
U .S . Q o v e m m e n t . . 
State and local 

government 
C o r p o r a t e a n d 

other securit ies . . . 

Rct l i^ment of amortized 

Nonfarm residential 

Consumer Installment 

Residential and busi-

Consumorand security 

Residential and bus iness . . . 
Consumer and security 

Financial asset accumulation 
less increase In debt -..^-

1958 

20.3 

8.4 
3.0 
4.5 

17.9 

10.1 

2.6 

7.7 

0.3 

- . 6 

1.8 
- 1 . 0 

. 8 

2.0 

48.4 

8.2 

40.2 

G5.9 

25.0 

40,9 

17. G 
10.0 

.7 

8.7 

1050 

30.6 

8.9 
3.5 
5.4 

21. G 

0.8 

. 3 

4.1 

7.2 

- 1 . 8 

11.8 
0.1 

1.8 

. 0 

61.3 

8.7 

42.0 

79.1 

30.3 

48,8 

27.8 
21.0 

8.2 

2.6 

1000 

21.3 

9.2 
4.2 
5.0 

12.1 

11.0 

- 1 . 2 

6.0 

8.3 

- . 2 

.2 
- 2 . 1 

1.2 

1.1 

65.2 

6.2 

40.0 

78.7 

28.3 

60,4 

23.6 
10.1 

4.4 

^ 2 . 3 

1001 

30.1 

9.9 
4.6 
5.4 

20.2 

10.8 

. 0 

8.8 

0.3 

. 8 

. 4 
- 1 . 4 

. 2 

i.d 

57.8 

io.i 

47.7 

81.5 

31.0 

50,0 

23.7 
21.5 

2.2 

6.-4 

1002 

39.3 

10. S 
4.8 
6.7 

28.8 

28.0 

3.1 

15.1 

10.0 

. 4 

. 2 
1.0 

^ 1 . 2 

. 4 

R1 8 

11.1 

so; 7 

93.6 

80.0 

60.(1 

31.7 
26.6 

7.6 

1. Estimates for tho 1040-57 pei'iod may be found on p. 17 
of the April 1001 Survey. 

2. Gross of retirements. 

Sources: Securities ond Exchanger Commission, FedertU 
Home Loan Bank Board, Board of Qoverrioreof flio Federal 
Reserve System, and U.S. Department of Cotamerce, Oflliie 
df Business EconJoMcs. 



May 1963 S U E V E Y O F C U E E E N T BUSINESS 1.5 

/\AORTGAGE BORROWING MOVES UP 

TO NEW PEAK 
Mortgages on Multifamily Residential and 
Commercial Property Especially Strong 

Billion $ (ratio scale) 

30 

20 

10 

NET CHANGE IK OUTSTANDING DEBT 

* ^ ^ I-/0 4-Family ^ ^ 

Multifamily Residential 
and Commercial 

\ . ..X 
— lliiiinii„,,„^tt«* 

_L J_ 
1959 1960 1961 1962 

Data: FHLBB8,0BE 

U.S. Department ot Commerce. Otfice ot Business Economics 63 '5 .8 

Tlie personal sector also increased its 
financial savings last year—repayment 
of amortized debts rose $4 billion to a 
total of $62 billion while the acqui­
sition of financial claims was $9 billion 
higher than the year before. 

The aggregate statistics for the per­
sonal sector combined two groups of 
persons with opposite relations to the 
markets for loan funds: the one group 
was willing to purchase houses, autos, 
and other dm-able goods even at the 
cost of going deeper into debt; while the 
other group was acquiring near-liquid 
claims against financial institutions. 
The fii'st group spai'ked economic ac­
tivity by borrowing, while the second 
group danipened the course of economic 
activity. 

The spm-t in automobile buying has 
been the major factor underlying the 
decline of the personal saving ratio fi\om 
the 7 percent level chai'acteristic of 
recent yeai'S to 6 percent in the first 
quai-ter of 1963, a period >vhen a 
record volume is being added to liquid 
asset holdings. Diu-ing the postwtu' 
era, periods of very high autoxnobile 
^ides hfive.^enerally recorded, the lowest 
saving ra'tips. In ,such |)QiuodSj cai' 

buyers reduce their liquid assets or 
incur debts on a greater scale than non-
car buyers increase tlieu- liquid assets 
or pay off debts. 

Auto buying sparks credit rise 

The past 12 months have been the 
best auto-buying period since 1955. 
Auto sales began to move up shortly 
after the introduction of the 1962 
models. With the introduction of the 
1963 models in the fall of last yeiu-, auto 
production moved into a much faster 
pace: by AprU 1963, the production 
rate had risen to levels exceeded only 
in the boom year of 1965. 

The rise in sales was accompanied by 
a spm't in borrowing. Auto credit 
extended aggregated $19K billion— 
$3K billion above 1961. Net auto 
credit extended dm'ing the fu-st quju-ter 
of this year at $200 million was up 57 
percent as compared vnth the same 
period a year earlier. 

In addition to autos, consumers 
stepped up their purchases of other 
durables by 3 percent and of clothing 
bj'̂  5 percent, while increasing their 
borrowing to carry such goods by 10 
percent. Additional needs I'or consum­
er credit were met by personal loans— 
many for higher education—and by 
repair and modernization loans. 

Both commercial banks and sales 
finance companies stepped up then-
acquisition of consumer paper: in addi­
tion to a $2-billion increase in direct 
lending by the former, finance compa­
nies added $1 billion to then- bank 
loans. Thus the banks financed direct­
ly or indu-ectly about three-fifths of 
last year's expansion in net consumer 
credit. 

Mortgage borrowing up strongly 

Individuals added $14^ billion to 
their obligations oi;i 1- to 4-fainily 
residential mortgages last year. This 
was $3 billion more than in 1961, and 
$2 billion more than in the previous 
peak year of 1969. This acceleration 
in the tempo of liome mortgage bor­
rowing came despite little change in the 
volume of consti-uction activity on 
single-family propert ies : in 1962, 
965,000 such units were started as com­
pared with 946,000 units in the previous 
year. 

An important factor in the increp^p 
in debt relative to construction has 
been a continual uptrend in the volume 
of sales of old houses. I Q the pa^t .3 
years, there has been in particular* p. 
marked increase in the remodeling of 
old houses in neglected neighborhoods, 
as interest in m-ban renewal a,nd ip 
town living has risen. Also, the rela­
tively easy position of most financial 
institutions has induced thena to in­
crease the availability of credit for such 
houses. 

The expanded flow of deposits in.tp 
institutions traditionally dealing vfitih 
mortgages has been reflected ii). some 
easing of terms: the average mortgagp 
is for a somewhat longer period than 
several years ago, and interest costs 
have declined. 

The bulk of last year's increase in 
home financing—$12 Ĵ  biUion out of 
the $15 billion total—took the form of 
conventional loans. VA-guaranteed 
loans showed little change, the total 

Table 6.—Personol Saying and Investnient 
ond Related Financial Flows, 1958-62 

[Billions or dollars) 

Investment in liousinR and 
noncorporate business 

Less: Associated boriowlnR 
Capital consumption al-

PIus; Flnanclalassetsand dobt 
;rotlreincnt 

Le!!3: Consumption borrowInR. 
Statistical illscropanoy.-. 

Kquals: Personal savlni^s 

Total uses of funds less diserop-i 
ancy. I 

1968 

31.2 

26.2 

16.2 

74.7 

40.8 
.0 

24.7 

106.8 

1059 

36.9 

30.3 

15.9 

81.8 

48.8 
- . 1 

23.0 

118.0 

1900 

30.8 

28.3 

10.5 

76.6 

60.4 
-2 .8 

20.0 

110.1 

1961 

35.4 

31.0 

17.0 

87.9 

50.0 
- . 8 

25.6 

124.1 

1062 

38.5 

30.0 

17.5 

101.1 

50.9 
2.4 

20.2 

137.2 

1. Estimates for the 1846-67 period may bo found on p. 20 
of tlie April 1901 Survey. 

Sources: Board of Oovofnors of the Federal Uosorve System, 
Securities and Gxchaoiro Commission and U.S. Department 
of Commerce, Olllco of Business Economics. 

extended just about equaled the vol­
ume repaid. The FHA program ac­
counted for the balance. Among the 
factors leading to the increase in con­
ventional lending in the past few years 
has been the fact tliat savings and loan 
associations have taken over the bidk 
of home mortgage financing. 

The burden of debt on consumers 

I t is of some interest to note the bm"-
den of these debts upon consumers. 
In the chart on page 17^ the total of 
interest and debt omortizatioo pay-
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ments on consiimer credit and on 1-to-
4'-faniily mortgages has been taken as 
a percent of aggregate disposable per­
sonal income. This chart indicates 
that, after a sharp upward trend in the 
immediate postwar years, there has 
recently been a marked slowing in the 
rato at which the debt burden is grow­
ing relative to disposable income. The 
heavy borro\ving transactions engaged 
in last year had relatively little effect 
on these payments: the ratio rose only 
0.3 of a percentage point to a total of 19M 
percent. Interest accounted for 4}^ 
percent, while debt amortization took 
15 percent of disposable personal in­
come. 

Persons' deposits rise 
Last year, individuals acquired $28 

billion of liquid claims on financial 
institutions. In so doing, they added 
$2 billion to then* holdings of demand 
deposits, while increasing their hold­
ings of savings and time deposits by 
well over $15 billion. Investment in 
shares of savings and loan associations 
and credit unions totaled $10 billion. 

To some extent, the record addition 
to time and savings deposits and shares 
thus represented a withdrawal from 
marketable secm-ities in last year's 
investment climate. Purchases of secu­
rities—stocks in particular—were re­
duced, and net pm-chases of investment 

Table 7.—Public and Private Debt, End of Calendar Year, 1958-6212 

[Billions of dollars] 

Total public and private debt 

Total public debt 

Federal Government and agency " ' 
Federal Government 
Federal agency 

Stato and local governments' 
State governments 
Local governments 

Total private debt 

Total, all corporations 
Long-term ' 
Short-term ' 

Notes and accounts payable 
Other 

Railway corporations 
Long-term ' 
Short-term' 

Notes ond accounts payable 
Other 

Nonrallway corporations 
Long-term' 
Short-term ' _ 

Notes ond accounts payable 
other 

Total Individual and noncorporate debt. 

Form, total* 
Farm mortgage 
Farm production 

Nonfarm, total 
Mortgage 

1-4 family residential 
Multifamily residential and coni-

inorclal 

other nonfarm " 
Commercial--
Financial i» 
Consumer 

Net debt 

1958 1959 1900 1961 

782.0 

283.6 

232.7 
228.0 

4.1 
50.0 
12.6 
38.3 

499.1 

259.5 
121.2 
138.4 
7.5.8 
62.6 

12.2 
10.3 
1.9 
.6 

1.4 

247.3 
110.9 
130.4 
76.2 
61.2 

239.5 

23.3 
11.3 
12.1 

216.2 
144.0 
111.8 

32.8 

71.0 
13.7 
12.8 
45.1 

84C.2 

298.8 

243.2 
237.2 

6.0 
55.0 
13.7 
41.9 

617.4 

283.3 
129.3 
154.0 
83.7 
70.3 

12.1 
10.1 
2.0 
.5 

1.6 

271.2 
119.2 
152.0 
83.2 

23.0 
11.3 
11.7 

241.1 
160.8 
124.3 

36.6 

80.3 
15.3 
13.4 
51.5 

889.4 

301.0 

241.0 
235.2 

6.8 
60.0 
14.6 
46.0 

588.4 

301.7 
130.1 
102.7 
90.0 
72.0 

11.8 
0.9 
2.0 
.0 

1.4 

289.9 
129.2 
160. 7 
89.5 
71.2 

286.6 

25.3 
13.1 
12.3 

201.3 
174.6 
134.2 

40.2 

86.8 
16.6 
14.2 
66.0 

944.1 

313.1 

248.1 
241.8 

0.4 
05.0 
10.2 
48.8 

631.0 

321.6 
140.1 
172.4 
96.4 
77.0 

11.8 
9.0 
2.1 
.5 

1.0 

300.7 
139.4 
170.2 
94.9 
75.3 

309.5 

27.8 
14.2 
13.6 

281.7 
100.1 
145.4 

44.7 

91.6 
17.0 
16.9 
57.7 

1,017..1 

329.7 

266.9 
248.1 

7.0 
73.7 
18.2 
65.6 

687. C 

340.0 
101.2 
184.8 
102.8 
82.0 

11.7 
9.6 
2.2 
.5 

1.7 

334.3 
151.0 
182.6 
102.3 
80.3 

341.7 

30.5 
15.5 
15.0 

311.2 
210.9 
160.9 

51.0 

100.3 
18.5 
18.3 
63.6 

Gross debt 

91G.8 

3G7.8 

310.0 
282.9 
27.7 

67.2 
15.7 
41.5 

549.9 

309.6 
140.0 
163. 5 
09.9 
72.6 

13.6 
11.4 
2.2 
.6 

1.5 

295.9 
134. 6 
161.3 
90.3 
71.0 

239.5 

23.3 
11.3 
12.1 

210.2 
144.0 
111.8 

32.8 

7L6 
13.7 
12.8 
45.1 

980.1 

384.3 

321.9 
290.8 
31.1 

02.4 
17.2 
46.2 

G01.8 

337.7 
160.0 
18L7 
100.4 
81.3 

13.5 
11.3 
2.2 
.6 

1.6 

324.2 
144.7 
179.6 
99.8 
79.6 

2M. 1 

23.0 
11.3 
11.7 

241.1 
100.8 
124.3 

36.5 

80.3 
16.3 
13.4 
61.6 

1,036.1 

389.2 

322.1 
290.2 
31.8 

07.1 
18.1 
40.0 

64G.9 

300.3 
107.9 
102.4 
108.0 
84.4 

13.3 
11.1 
2.2 
.0 

1.0 

347.0 
160.9 
100.1 
107.4 
82.8 

286.0 

25.4 
13.1 
12.3 

261.3 
174.6 
134.2 

40.2 

80.8 
10.0 
14.2 
50.0 

1901 1902 

1,09G.3 

402.7 

330. 2 
296.2 
34.0 

72.5 
20.0 
52.6 

G93.G 

384.1 
180.1 
203.9 
114.5 
89.4 

13.3 
10.9 
2.4 
.0 
1.8 

370.8 
100.3 
201.6 
113.9 
87.0 

309.6 

27.8 
14.2 
13.0 

281.7 
190.1 
145.4 

44.7 

91.0 
17.0 
16.9 
67.7 

1,176.4 

421.2 

340.3 
303.5 
30.8 
80.9 
21.0 
59.0 

755.2 

413.6 
194.9 
218.0 
123.4 
05.3 

13.2 
10.7 
2.5 
.0 

1.9 

400.3 
184.1 
216.2 
122.8 
93.4 

341.7 

30.5 
15.5 
15.0 

311.2 
210.9 
159.9 

61.0 

100.3 
18.5 
18.3 
03.5 

1. Data for State and loc:il govcrniiients are for June 30 of each year. 
2. Estimates for the period 1910 through 1957 appear in the July 1900 Survey. 
3. Includes categories of debt not subject to the statutory debt limit. 
4. Net X'ederal Govermneiit debt Is defined as the gross (jebt outstanding less Federal Government securities held by 

Federal agencies and trust funds, atid Federal agency securities held by the U.S. Treasury and other Federal agencies. It 
thus equals Federal Government and agency debt held by the public. 

5. Details of Federal obligations may be found In the Treasury Bulletin, 
a. Includes State loans to local units. 
7. Long-term debt Is defined as having an original maturity of 1 year or more from dote of Issue; short-term debt as having 

an original maturity of less thim 1 year. 
8. Comprises debt of farmers and farm cooperatives to institutional lenders and Federal Government lending agencies, 

and farm mortgage debt owed to Individuals and ethers; farmers' flnanclal and consumer debt is included under the "non-
form" category. 

0. Comprises debt Incurred for couuncrcial (nonfarm), financial, and consumer purposes, Includhig debt owed by farmers 
for financial and consumer purposes. 

10. Comprises debt'owed to banks for purchasing or carrying securities, customers' debt to brokers, and dobt owed to 
life insurance companies by policyholders. 

Sources: U.S. Department of the Treasury; Board of Governors of tho Federal Reserve System; Federal Homo Loan 
Banlc Board; U.S. Department of Commerce, Bureau of tho Census, and Oftico of Business Economics. 

company shares totaled only $1.8 bil­
lion last year as compared with $2.7 
billion the yeai' before. At the same 
time, net sales of "other preferred and 
common stock" totaled $3 billion as 
compared with $2 billion in 1961. For 
the fu'st time since 1946, individuals on 
net balance sold more tax-exempt secu­
rities than they bought: the vigorous 
bidding on such issues by the commer­
cial banks pushed up prices to such a 
point as to make it possible to realize 
an attractive capital gain on the sale of 
the securities. 

G o v e r n m e n t B o r r o w i n g U p 

The Federal Government's net finan­
cial position was little changed over the 
past year despite substantial changes in 
the components of receipts and expendi­
tm'es. Both receipts and expenditm-es 
increased $7K billion on a national-
income-accounts basis, and the deficit 
stood at $3.4 billion last year, as com­
pared with $3.8 billion in 1961. 

This failure of receipts to expand 
faster dm'ing a period of increasing 
business activity reflects the slow rise 
in corporate profits—a major element 
in the normal cyclical sensitivity of re­
ceipts—after the fu'st quarter; and 
changes in the rules for computing de­
preciation charges and the new invest­
ment credit. These latter innovations 
reduced taxes by perhaps $2^ billion. 
I t should be noted that the figures used 
here to estimate the impact of these tax' 
changes are highly tentative. During 
the first quarter of the present year, 
both receipts and expenditures have 
continued to grow at about the same 
pace. 

Federal borrowing moves up 

Net Federal Government and agency 
borrowing totaled $7.8 billion last year, 
as compared Avith $7.1 billion the year 
before. In addition to financing the 
current account deficit. Federal Gov­
ernment borrowing reflects any excess 
of tax accruals over collections as well 
as the extension of loans by Govern­
ment agencies. The former contrib­
uted about $1 billion to Federal financ­
ing need last year. Federal Govern­
ment lending operations—at $3 bil­
lion—^were off moderately from the 
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fj Table 8.—^Total Nonfarm Mortgage Debt 
by Borrowing and Lending Groups, by 
Type of Property ' 

[Billions of doIlar.s] 

i 

I 

\ — 

— 

Total nonfarm residential ond 
commercial mortgages 

Corporate borrowers '.. 
Noncorporate borrow-

1-4 Family residential 
mortgage debt 

Savings and loan 

Life insurance carriers-
Mutual savings banks. 
Commercial banks 
Federal Notional Mort­

gage Association 
Individuals and oth-

Multifomlly residential 

Savings and loan 
associations 

Life insurance carriers.. 
Mutual savings banks. 
Commercial banks 
Federal National Mort­

gage Association 
Individuals and others. 

1968 

1G9.V 

10.1 

144.6 

117.7 

42. U 
22.4 
15.6 
17.6 

3.6 

16.0 

43.11 

2.7 
12. C 
7.0 
6.4 

.a 13.9 

1969 

178.7 

17.9 

100.8 

130.9 

49.6 
23.0 
10.9 
19.2 

6.0 

10.7 

47.'J 

3.(1 
12. t 
8.(1 
7.4 

.(] 

15.5 

1000 

194.0 

19.6 

174.6 

141.3 

5,5.4 
24.9 
18.4 
19.2 

5.6 

17. U 

62. •; 

4.V 
13. U 
8.6 
7.9 

.0 
17.1 

1901 

211.7 

21.6 

190.1 

153.1 

0'2.9 
26.8 
20.0 
20. U 

5.4 

18.9 

58.6 

6.9 
15. a 
9.1 
8.7 

.7 
19.0 

1902 

235.1 

24.2 

210.9 

1C8.3 

71.0 
27.0 
22.2 
22.1 

6.2 

20.3 

(IG.H 

7.4 
10.6 
10.1 
10.4 

.7 
21.0 

1. Estimates for 1967 may be found on p. 20 of the May 1902 
Survey; estimates for tho 1045-66 period may be found on 
p. 22 of tho May 1957 Survey; figures for 1929-44 may bo 
found on p. 18 of the September 1963 Survey. 

2. The corporate mortgage dobt totol is included in the total 
corporate long-term debt outstanding tablo 2. 

3. Includes portfolio loans of tho Veterans' Administration. 
4. The data represent mortgage loans on commercial and 

residential property excluding multifamily residential and 
comraorclal property mortgage debt owed by corporations 
to other nonflnaneinl corporations. 

Sources: U.S. Department of Agriculture, Agricultural 
Research Service; Boardof Governorsofthe Federal Reserve 
System; Federal Home Loan Bank Board; and U.S. 
Department of Commerce, Office of Business Economics. 

previous year; but continued large sums 
were advanced to savings and loan as-

isociations, to foreign governments, to 
colleges, and to rural electrification 
projects. 

With relative stability in the Federal 
deficit and in Federal lending, the in­
crease in the pace of Federal borrowing 
was reflected principally in an in­
crease in similar amount in the Federal 
cash balance. This, in turn, reflected 
actions taken in fm'therance of the 
Government's policy to exert upward 
pressm-e on short-term interest rates 
last year. Dm'ing early 1962, the 
Ti'easm'y borrowed a gi'eater amount 
than it needed to cover current opera­
tions, and Federal cash holdings rose 
$4 billion to midyear. This procedm'e 
had the effect of adding to the market 
supply of Treasury bills, during a period 
of the year when short-term credit 
demands are seasonally low. With 
the seasonal increase in the demand 
for funds in last half of the year, the 
Ti'easm'y permitted its cash balance 
to fall $3 bilUon. For the year as a 
whole, however, about $1 billion more 
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was added to Treasury debt than was 
necessary to meet the current-account 
deficit, bridge the gap between ac­
cruals and receipts, and finance the 
Federal lending program. 

Debt operations feature short- and 
long-term maturities 
In addition to financing govern­

ment operations and increasing the 
Ti'easm-y cash balance, the Govern­
ment had to refinance about $86 
billion of debt matm-ing within the 
year, and in addition moved a sub­
stantial volume of medium-term debt 
into longer maturities. 

Between March of 1962 and March 
of this year, Treasm-y has increased 
the outstanding volume of Treasm'y 
bills—securities vnth initial matm-ities 
of under 1 yeai-— b̂y about $5Ĵ  biUion. 
At the same time, it moved $9K bfllion 
from the under-one-year category to 
matm'ities gi-eater than 5 years. These 
operations were undertaken to further 
the objectives of keeping pressm'c on 
short-term rates higher relative to 
long-term rates through cash borromng, 
and reducing the volume of secm'ities 
coming due in the near future. Re­
financing of short-tei'm issues into long-
term was accomplished by the advance 
refunding technique in which holders 
of short-term securities were offered 
medium- and long-term issues at more 
favorable rates of interest, thus stretch­
ing matm-ities without entering the 
new issue market. 

The commercial banldng system did 
not increase its holdings of public debt 
securities last year, and nonbank 
financial institutions likewise did not 
increase the total of such paper in their 
portfolios. The principal markets for 
Treasury secm'ities were the Federal 
Reserve System, which added $2 billion 
to its holdings; foreigners also purchased 
$2 billion; business corporations and 
State and local governments each 
increased their holdings by $% billion; 
while the heterogenous group of "mis-
ceUaneous investors" added a total of 
over $1 bilhon to then- portfolios. 
These investor groups have continued 
to increase their holdings in the first 
quarter of this year. 

In addition to the increase in public 
debt securities, there was a sharp rise 
in the pace at which nonguaranteed 
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obligations of Federal agencies were 
offered to the pubhc. In connection 
with increased lending to savings and 
loan associations and decreases in 
institution investments in the agency' 
the Federal Home Loan Bank Board 
stepped up its net issue of bonds and 
notes from $305 miUion to $1,136 
million. The nonguaranteed liabilities 
to the public of other Federal agencies 
rose at about the same pace as in 1961. 

State and local governments step up 
their borrowing 
The gross issue of new securities 

by State and local governments totaled 
$8}^ billion last year, up moderately 
from 1961, and substantially above 
any previous year. In part this in­
crease reflected some step-up in the 
programed rate of State and local 
construction, and in part the arranging 
of long-term financing during a period 
of relatively low interest costs. 

With construction activity not yet 
fully reflecting the high level of borrow­
ing, the State and local governments 
continued to add to their liquid asset 
holdings at about the pace registered 

DEBT SERVICE IN RELATION TO INCOME 

CONTINUED TO RISE LAST YEAR 

Interest and Amortization Payments on 
Consumer and Home AAortgage Debt 

Percent of 
Disposable Personol Income 

25 

1946 4 8 50 52 54 56 58 60 62 

Doto: FRB, FHLBB&OBE 

U.S. DepartiTienl ol Commerce, Otiice ol Business Economics 6 3 * 5 . 9 
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in 1961: they added $1 billion to time 
deiiosit balances, whole holdings of 
U.S. Government securities were up 
$1K billion. 

State and local pension and other 
funds have continued their recent role 
as major suppliers of loan funds to 
the market. Pension funds rose $2^ 
billion last year, and the bulk of this 
total was invested in corporate bonds. 
There was little change in fund holdings 
of State and local securities, which 
being tax-exempt, ofl'er markedly lower 
yields than comparable corporate issues. 

As noted earlier, the commercial 
banks provided the major market for 
State and local securities; last jeav 
these institutions added about $5 bil­
lion to their portfolios. Insurance com­
panies continued to add to their 
holdings at the recent-year pace of 
about $1 billion. Individuals and 
others—^normally a major market for 
tax-exempt securities—^I'educed their 
aggregate holdings. 

By June 30, 1962, the net volume of 
State and local indebtedness had at­
tained a total of $74 billion— f̂ive times 
greater than at the end of the second 
world war. The relative increase in 
such obligations has been greater than 
that in any other major form of debt— 
Federal, corporate, or individual. This 
fourfold rise has reflected expanded 
needs for capital in the functions 
traditionally undertaken by local gov­
ernments as well as some improvement 
in public facilities. During the early 
part of the postwar period, substantial 
borrowing was undertaken for the pro­

vision of roads and bridges. After the 
Federal Government shouldered tlie 
major responsibilitj- of building up a 
modern highwaj'' sj^stem in 1954, the 
volume of such borrowing declined. 

In recent j'ears, education has been 
the major single use of borrowed funds, 
accounting for over one-thu'd of total 
new issues in each of the past six years. 
The extension of sewers, water lines, 
and other utilities has also been a major 
claimant of borrowed funds and last 
year accounted for almost one-fifth of 
new issues. 

A technical note describing the statis­
tics contained in this report is available 
upon request to the Office of Business 
Economics. 

Tax Base— 
(Continued from p. 3) 

There are also shown in table I, line 3, 
on the other hand, some types of income 
which, although included in the defini­
tion of adjusted gross income, are not 
in the personal income total. Of major 
importance here are capital gains and 
employee and self-employed persons' 
contributions for social insurance pro­
grams. The latter are netted out in the 
computation of the Department's esti­
mates of personal income since they are 
mthheld from employees earnings. 
Capital gains or losses are not included 
in personal income because they do not 
arise from production, but rather reflect 
price phenomena. 

Exemptions and deductions large 

Slightly over half of the difference 

between personal income and income 
taxed represents the amounts for statu­
tory personal exemptions and deduc­
tions which are sho\vn in table II. 
Together these amounted in 1960 to 
$125 billion. Personal exemptions of 
taxable individuals accounted for $81 
billion and their deductions to $44K 
billion. Persons with about three-fifths 
of taxable adjusted gross income item­
ized deductions, and accounted for 
three-fourths of the $44}̂  billion total 
of deductions. 

The remaining income not subject to 
tax—$52 biUion, about one-fourth of 
the total—represents incomes too small 
to be taxed after exemptions and deduc­
tions are taken into account, and in­
come which is not reported on income 
tax retm'ns. Some part of tho unre­
ported income reflects earnings too 
small to be reported (less than $600), 
or income which would not be subject 
to tax after exemptions and deductions. 
Another part undoubtedly stems from 
taxpayer errors and omissions of in­
come sources, and nonfiling of income 
tax retm'ns. Some portion of these 
errors and omissions will be subject to 
tax after examination and audit by the 
Internal Revenue Service. It must be 
cautioned, -however, that some part of 
the total of non-reported income as 
sho\vn in table I I may be spm'ious, 
since the estimate of non-reported 
income as a whole is obtained as a 
residual and may reflect nothing more 
than errors in some of the entries shown 
in table I. 

Revised Statistical Series 

Construction Cost Index, 1950-62; Revised Data for Page S-10' 
[1057-59= 100) 

Month 1950 1051 1052 1063 1954 1955 1057 1058 1950 1900 1061 1082 

January 
February— 
March 
April 
Alay. 
June 
July 
August 
September-
October 
November-
December.. 

Monthly average. 

03.8 
03.8 
64.3 
04.7 
OS. 3 
00.7 
07.6 
08.6 
00.9 
70.6 
09.7 
00.8 

70.1 
70.9 
71.0 
71.1 
71.6 
71.6 
71.4 
71.6 
71.6 
72.0 
72.1 
72.1 

72.2 
72.4 
72.5 
73.0 
73.4 
74.0 
76.2 
70.0 
77.2 
77.6 
77.6 
77.4 

77.4 
77.3 
77.4 
77.0 
77.0 
78.1 
70.0 
80.0 
80.4 
80.6 
80.6 
80.4 

80.8 
80.0 
80.8 
81.0 
81.4 
81.8 
82.7 
84.4 
84.2 
84.4 
84.6 
84. G 

84.7 
84.0 
85.0 
85.2 
86.0 
86.3 
86.0 
88.6 
88.6 
88.7 
88.0 
88.0 

80.0 
80.5 
80.6 
80.9 
90.0 
01.1 
91.4 
01. tt 
92.8 
02.0 
02.7 
02.0 

03.1 
93.4 
93.2 
93.3 
94.2 
94.9 
96.3 
97.2 
97.1 
97.0 
97.0 
97.1 

97.8 
07.9 
08.0 
08.1 
08.0 
99.0 

100.3 
100.0 
101.8 
102.0 
101.0 
101.8 

102.4 
102.5 
102.8 
103.2 
104.0 
104.5 
100.0 
106. B 
106.8 
106.7 
106.4 
100.3 

100.8 
106.9 
107.0 
107.2 
108.2 
108.8 
109.1 
109.2 
100.3 
100.2 
100.2 
109.3 

07.1 1.4 74.0 78.0 82.0 80.8 91.1 95.2 99.0 104.9 108.4 

100.8 
109 8 
109.8 
110.2 
111.6 
ll l .B 
112.3 
112.4 
112.4 
112.4 
112.5 
112.6 

111.5 

112.6 
113.0 
113.4 
113.6 
114.7 
114.9 
116.4 
116.0 
116.9 
115.8 
116.8 
116.8 

114.7 

1. Revised to reflect data as of 1st of Indicated month and shift to 1U57-59 reference base. 
Source: Engineering News-llecord. 


